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ABSTRACT 
With the economic development in the Pearl River Delta, we see tremendous 
growth in cargo volume originated to and from the region in the past years and the trend 
is expected to continue in the foreseeable future. Additional cargo handling capacity are 
being built in the nearby ports and airport to tap this opportunity. 
Hong Kong as an entrepot benefits considerably from the growth in cargo 
throughput. However, our competing ports in the Pearl River Delta, especially Yantian 
and Shekou are developing very fast. The processing cost for shipping abroad through 
our competing ports is less than that through Hong Kong by a big margin. More and 
more ship conferences are calling our competing ports and we see growth in cargo 
throughput there outpaces that of Hong Kong. Though Hong Kong is still the number 
one entrepot port in southern China and the busiest port in the world, the trend of cargo 
diversion to our competing ports is worrying. 
This report is a real case study on two contract manufacturers of toys in the Pearl 
River Delta. One is Regaltronic in Dongguang and the other is Genalex in Zhongshan. 
Being a contract manufacturer, both of them co-develop products with their buyers e.g. 
Hasbro�and then make and deliver the finished product to the overseas end buyer e.g. 
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Walmart according to the contract terms with Hasbro. Personal interviews were made 
with the persons in charge of the export logistics to learn about the process. 
It is found that though the overseas end buyer is not in any contractual 
relationship with the contract manufacturer, in practice it decides the physical cargo 
transportation routes in this mode of contract manufacturing operation. This is because 
the contract buyer — Hasbro - in fulfilling its own sales contract with the end buyer, will 
instruct the contract manufacturer to deliver as per the end buyers shipping order. 
An interesting finding is that more than 95% of the delivery terms between 
Hasbro and its end buyers overseas are in free on board (FOB). FOB stands for free on 
board or freight on board. They are equivalent and can be used interchangeably. In 
international trade, exporter of FOB sales bears all costs, including production cost, 
freight and other auxiliary costs up to the point when the goods are put on board of the 
named carrier by the importer. After that the title to the property is transferred to the 
importer and any cost or loss to it will be to the importer. The exporter is freed of any 
further liability since then. It is believed that by entering in FOB terms, end buyers can 
leverage on its yearly cargo volume to get a better deal with its freight forwarder. 
Another interesting finding is that the freight forwarder of the end buyer plays a 
pivotal role in the transportation route decision through bidding for the provision of 
logistics service to the end buyer. To compete for the forwarding bid, freight forwarder 
tends to select the logistic route that costs least. Once the bid is accepted and the freight 
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forwarder is appointed the agent to handle the day to day operations, the logistic route is 
then fixed accordingly. 
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FIG. 2 ZOOM IN MAP OF THE PEARL RIVER DELTA 
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Figure 2 is a zoom-in map of the Pearl River Delta where Hong Kong is 
situated at the south eastern comer of the Pearl River Delta which is interspersed with 
lots of waterways. 
There are four main waterways. One stretches from the northeast to the 
southwest and enters the sea at the estuary on the west of Dongguan. One runs from 
north to south and meets the South China Sea at Zhuhai. One goes from the west to 
southeast passing through Jiangmen and Zhongshan. The last one runs from the | 
t 
southwest to the east. 
% \ 
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Gateways to the Pearl River Delta 
By means of these waterways, Hong Kong can access practically a large part 
of the Pearl River Delta easily. As a result, the Pearl river and its estuaries become 
the naturally gateway to the Pearl River Delta. Therefore we see river ports and 
coastal ports built around these estuaries to tap the potential cargo handling business. 
There are river ports at Nanhai�Jiangmen, Zhongshan and Zhuhai. Also, there is 
coastal port at Zhuhai (Gaolan) for intercontinental transportation. 
However, being one of the largest SEZs in terms of output�Shenzhen -
situated to the north of Hong Kong - is detached from these waterways. Instead it is 
well served by a sophisticated road network. 
i 
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FIG. 3 ROAD NETWORK IN SHENZHEN 
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Source: Ports-Hitchison port Holdings website http://www.hph.com.hk 
There are currently three boarder road connections connecting Shenzhen and 
Hong Kong, namely Huanggang, Weijindo and Shatoujiao from the west to the east 
along the border between Hong Kong and Shenzhen (see Figure 3). Coastal ports 
were built in Shenzhen too. There is Shekou container port on the west of Shenzhen 
and Yantian container port on the eastern side. 
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Cargo to and from the Pearl River Delta can also be delivered by air. Currently 
nearly all of them are going through the Hong Kong International Airport due to its 
frequent departure and many connections. 
Open Door Policy 
With the open door economic policy pursued by the Chinese government since 
the 1980s, the People's Republic of China (PRC) government set up many Special 
Economic Zones (SEZs) in the coastal cities as a means to promote foreign 
investment. The earliest of them are Shenzhen, Shantou，Zhuhai, Xiamen and 
Hainan. In these SEZs, more favorable taxation rules are administered (especially to 
the foreign investment in ventures mostly needed by the central government and the 
investment on export-oriented manufacturing, e.g. land usage fee can be waived and 
profit tax is waived for the first three years of operation) as compared with the inland 
cities. Accordingly, we see tremendous growth in both foreign investment and GNP 
in these SEZs. In fact Hong Kong businesses have invested heavily in the SEZs in the 
Pearl River Delta (David, Jiang and Yin 1996). 
Exjiml 
Since special favor is given to the export-oriented foreign-funded enterprise 
(FFE)� i t is logical to believe that export figures will commensurate with the foreign 
investment and GNP m these SEZs. In fact, we saw exports from Shenzhen grew by 
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more than 1274 times from USD0.2 billion in 1981 to over USD254 billion in 1997. 
Similar trends are found in the other SEZs (see Table 1). 
TABLE 1. EXPORTS FROM SEZS 
Value US$ Shenzhen Shantou Zhuhai Xiamen Hainan 
billion 
current price 
^ ^ lA " a s 
T ?  
T O - K i  
" s I T "  
208.11 2 0 5 o  
212.49 26.82 
^ ^ 254.99 "34:47 
Exports b y U l A ^ ~ 2 l m l Y l  
FFEs (US$ 
bn，1997) 
As % of  
total 1997 
exports 
Source: David Well, Jiang Boke and Yin Xiang-Shao. China�s Opening T W Royal 
Institute of International Affairs,1996, pl8 for 1981-1994 data. Zhon^-pnn Ting J.'tP 
qu kai fa qn nian jian Bei-jing: Gai ge ban she, 1996-1998 for 1995-1997 data. 
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Also Hong Kong has been the most important destination for the exports of 
these SEZs. Much of this is entrepot trade being re-export from Hong Kong to 
overseas countries (see Table 2). 
TABLE 2. FIRST DESTINATION OF EXPORTS FROM SEZS, 1997 (SHARE 
OF TOTAL EXPORT %) 
Shenzhen Shantou Zhuhai Xiamen Hainan 
Hong Kong 86% ( 1 9 9 8 8 9 . 0 2 % “ ：： 
figure) 
Data in table 2 are extracted and processed from the respective yearbooks (nianjian) 
of the special economic zones. Though exact figures for Zhuhai and Xiamem are not 
available, according to the yearbooks, Hong Kong is their major area of export. 
Entrepot Role of Hong K n n g 
Hong Kong is strategically located at the mouth of the Pearl River Delta and is 
at the centre of the Pacific Rim. Being at the junction of two different forms of 
maritime transport - small coastal and river trade ship and large ocean going vessel — 
Hong Kong has been the hub for most of the maritime trading activities in southern 
China. 
Until July 1997 when Yantian became operational, Hong Kong is the only 
modernized and well developed deep water container port capable of handling ocean 
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going vessel in the southern China. Adding on to it the fact that Hong Kong airport is 
the only "international" airport with frequent air flight connecting over 100 cities over 
the world in the southern China, Hong Kong is the hub for Chinese exports by default. 
However, with the development of China ports Yantian and Shekou in Shenzhen, we 
see a diminishing role of Hong Kong in this entrepot trade (Bruce Gilley 1999). 
Performance of Our Seaport 
Our seaport provides the most important means of cargo handling capability 
for Hong Kong. It processes 85-90% of the total Hong Kong cargo throughput by 
weight every year since the ‘80s. Therefore without losing the big picture, a review 
of our port performance would give us a perspective on how our entrepot trade 
performs. Table 3 shows the port statistics in real terms and table 4 gives the port 
statistics in terms of growth rate. 
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TABLE 3. PORT STATISTICS IN REAL TERMS 
Vessel Arriving Container Cargo throughput 
throughput ('000 tonnes) 
Year Ocean River Cargo ('000 TEUs) Seaborne River 
Vessel Vessel 
1993 33040 76780 
1994 37000 92050 11050 110947 3 0 0 ^ 
1995 41480 109270 12550 1 2 ^ 2 8 ^ 
1996 41760 112190 13460 125838 3 1 4 ^ 
^ ^ 44480 122760 1 4 ^ 1 3 ^ 
1998 41690 124610 14582 127482 
^ ^ 37580 115330 1 2 ^ " 4 0 ^ 
Source: The Government Marine Department website 
http://www.info.gov.hk/mardep/port 
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TABLE 4. PORT STATISTICS IN TERMS OF GROWTH RATE 
Vessel Arriving growth rate Container Cargo throughput growth 
(%) throughput rate (%) 
Year Ocean River Cargo growth rate Seaborne River 
Vessel Vessel (%) 
^ ^ "na "NA 
^ ^ "2006 
^ 
" T o s  
^ 1 4 � ^ 
^ ^ ^ "OIO 1044 
^ ^ i n ? " O ^  J |_  
From the statistics shown in Table 4, we can see that container throughput grows 
continuously as well as the cargo throughput by river. However there is a negative 
growth in both ocean and river cargo vessel arriving Hong Kong. What we can 
conclude are: 
1) Vessels are more fully utilized. The general load factor increase for a voyage 
compensates more than the reduction in the number of vessel arriving at Hong 
Kong. 
2) Vessels used to call at Hong Kong Port are diverted to other ports, or the ship 
schedule is less frequent than was in the past. 
From the perspective of shipping practice and management, it is more economical 
to maintain a high load factor for each voyage since more than 80% of the cost are 
I 
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fixed cost (Alan E. Branch 1982). High loading factor reduces the transportation cost 
per unit cargo weight distance. The trend of Hong Kong bounded vessels running at 
an increasing high loading factor while cargo throughput is increasing could only be 
caused by either or both of the followings: 
1. Average incoming vessel carrying more cargo per voyage 
2. Average outgoing vessel carrying more cargo per voyage 
The share of domestic exports in HK dollar in the aggregate merchandise trade is 
very little. It was 6.9% in 1997，6.8% in 1998 and 6.2% in 1999. In fact，it is 
decreasing from HK$211�410 million in 1997 to HK$188�454 million in 1998 and to 
HK$170�600 in 1999 when the load factor is increasing. Therefore the increasing 
load factor could only be attributed to imports and re-exports. This exemplifies the 
role of Hong Kong as an important entrepot. 
However�we should be equally worrying about the reduction in the number of 
ocean vessels calling at Hong Kong. From Table 3，we see the number of ocean 
vessel arrived at Hong Kong dropped since 1998. Are we losing our cargo handling 
business to our competing ports in the Pearl River Delta? 
Having have a general background of the Pearl River Delta, its recent economic 
development in relation to Hong Kong, we will explore the export logistic operations 




INTEREST OF STUDY AND OBJECTIVES 
With the sustaining strong economic development in the southern China, 
export growth in the region is expected to be tremendous in the years to come. This 
opens up good opportunities to Hong Kong in strengthening its role as the export hub 
for the region on one hand. But on the other hand if Hong Kong does not perform 
properly, it may lose ground to its competitors. 
In this study, the business operations and the export logistic arrangements of two 
wholly foreign-owned enterprises located in Zhongshan and Dongguang respectively 
are examined. Both factories are engaging in the toys manufacturing business. It is 
intended that by studying their logistic processes，we can gain more understanding of 
the followings: 
1) Learn about the key factors shippers and/or consignees are considering in the 
transportation decision 
Shipper (consignor) is the person who consigns goods and consignee is the person 
to whom goods are consigned. In the context of international trading, they are 
located at different countries. Depends on the freight terms between the shipper 
and the consignee, the transportation decision could be vested in either of them or 
both. For example, in FOB terms, the right to the goods transfer to the consignee 
when goods are delivery on board of the named vessel or carrier named 
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by the consignee, any charges incurred thereafter are to the consignee. Therefore, 
in this case, the transportation decision is divided into two parts. One is from 
factory to the named carrier and is decided by the shipper. The other is from the 
named carrier to the consignee and is decided by the consignee. Factors that 
shippers and/or consignee considered in making the transportation decision could 
be many and they may not be the same. Learning of these factors is essential for 
our true understanding of the export logistics. They will be dealt with in Chapter 
V. 
2) Better understanding of the entire export logistic decision process in these 
two companies in the context of their nature of operations 
The nature of operation defines the business activities they are undertaking and 
what they are not. Assessing any logistics process independently without putting 
it in the context of pertinent business nature may cause misunderstandings. For 
instance，knitwear imported into the US is regulated by the US government by 
means of a quota system. Import shipment of knitwear using quota alloted to 
Hong Kong must have a major share of production value or a designated 
production job carried out in Hong Kong. This explains the delivery of semi-
j 
finished knitwear from factory in China to Hong Kong. Without learning this 
background, the delivery process seems incomprehensible, especially with an 
understanding of the cheap labor cost in China. As such, the company 
backgrounds, business nature and operations of both companies will be introduced 
in Chapter III before going into details of the export logistics process. 
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3) Understand what role Hong Kong plays in this transportation process 
After examining the real case export logistics processes in both companies，we 
hope to understand what role Hong Kong plays in this process. What value-added 





COMPANY BACKGROUNDS OF REGALTRONIC AND GENALEX 
Regaltronic Limited (REL) is a contract manufacturer of a wide range of 
electronic products with annual sales over HKD369 million in 1997. As a contract 
manufacturer, it collaborates with its customers in designing and developing 
proprietary new products which it manufactures for its US customers such as Hasbro, 
Relaxor, Timex and Newcom/Aura for sales under their own brands. 
There are primarily four product categories: (1) relaxation products such as 
massage cushions; (2) electronic toys; (3) computer peripherals and (4) other 
electronic devices. 
In terms of invested capital, REL is a solely owned foreign enterprise in China. 
The company has one manufacturing plant in Dongguan, Guangdong, employing over 
4000 workers and one research and development facility in Fremont, California, USA. 
However, all of its products are manufactured in China. Being a contract 
manufacturer, all of its products are sold under the names of its buyers. That means it 
does not operate any product marketing and distribution channel of its own. All 
products are made according to contract customers' requirements and shipped as 
required. However, all are shipped overseas. 
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Materials for production are sourced both locally in China or imported from 
overseas. This is handled by its purchasing function in China and in Hong Kong. The 
decision is based on the availability, price and quality. All imported materials are 
handled by the Hong Kong purchasing function which takes deliveries, consolidates 
and consigns to Dongguan by road. 
Genalex Company Limited，like REL, is a contract manufacturer. Including 
itself, it has three associated companies in China namely Genalex Company Limited， 
City Toys Company Limited and Fortune Plus Company Limited. Both Genalex and 
Fortune Plus are situated at Zhongshan while City Toys is at Shenzhen. Genalex 
manufactures hard toys and electronic toys, Fortune plus makes plush and soft toys. 
City Toys is simply a sister plant of Genalex and makes electronic toys like Genalex. 
Genalex alone employs over 3000 workers. Like REL, it co-develops proprietary 
products with its customers and then manufactures and distributes as required. Its 
operations is similar to REL in such a way that materials for production are sourced 
both locally in mainland China and overseas. Overseas materials purchasing is 





Personal and telephone interviews were made with the persons in charge of the 
export logistic in two factories Genalex and Regaltronic. Genalex is at Zhongshan 
while Regaltronic is located at Dongguang. They are selected because of their diverse 
locations. Zhongshan is closed to the river and can be accessed by river from the 
western part of Hong Kong. Dongguang is to the northeastern part of Hong Kong and 
is more easily accessed by road from Hong Kong. 
They are both contract manufacturers of Hasbro Far East (HFE) - the Hong 
Kong subsidiary of the second largest US toys' company. 
As pointed out in Chapter III，being a contract manufacturer for HFE, both of 
them make manufacturing contracts with HFE whereas HFE makes sales contracts 
with its overseas buyers. Stated on the manufacturing contract are the products in 
concern�the quantity, the required completion date, and all pertinent unit costs. In 
both cases, there are five unit costs namely ex-factory, FCL FOB China, LCL FOB 
China�FCL FOB Hong Kong and LCL FOB Hong Kong. 
i 
！ 
FCL stands for full container load - the size of a batch of cargo that can fully 
fill up a container. LCL stands for less container load - the size of a batch of cargo 
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that cannot fully fill up a container. .FOB stands for freight on board or free on board. 
They are equivalent and can be used interchangeably. In international trade, exporter 
of FOB sales bears all costs, including production cost, freight and other auxiliary 
costs up to the point when the goods are put on board of the named carrier by the 
importer. After that the title to the property is transferred to the importer and any cost 
or loss to it will be to the importer. The exporter is freed of any further liability since 
then. 
Therefore FCL FOB China is the unit cost for delivering in full container load 
freight on board of China port. LCL FOB China is the unit cost for delivering in less 
than container load freight on board of China port. FCL FOB Hong Kong and LCL 
FOB Hong Kong should be interpreted accordingly. The last unit cost ex-factory is 
the cost for delivering at the exporter's premise. Inevitably it is the least among these 
five. The title to the goods changes hand when the importer (or its agent) picks up the 
goods at the exporter's factory. 
These five costs are fixed after tough negotiation between the parties, taking 
into consideration the production and related logistics costs and are valid until 
circumstance warrants a review. Either party could initiate the review. 
It was found that more than 95% of the deliveries from both factories were 
made against freight on board (FOB) Hong Kong port or China port sales contracts. 
In fact, this phenomenon echoes the previous findings that most of the overseas sales 
contracts Hong Kong made were entered into FOB price terms (Cheng and Wang 
'1997). Inevitably importers favor FOB delivery term. The possible reason for that 
1 9 
will be discussed in Chapter V - Discussion. Under this price term, neither HFE nor 
the factory has any say on which port the goods should be shipped to its customer. It 




The following table outlines the business interaction between HFE and the contract 
manufacturer. 
TABLE 5. BUSINESS INTERACTION BETWEEN HFE AND THE 
CONTRACT MANUFACTURER 
Negotiation of manufacturing contract and shipping instruction process 
HFE Contract Manufacturer (factory) 
1 Co-develop the product and negotiate for the unit production costs 
i.e. ex-factory; FCL FOB China; LCL FOB China; FCL FOB Hong Kong; 
LCL FOB Hong Kong 
2 Make the manufacturing contract 
3 Negotiates and makes sales contracts 
with overseas end buyers 
4 Produces the goods 
5 Issues shipping instruction to factory 
for packing and delivery notification 
6 Pack the goods and make delivery 
booking with end buyer's appointed 
freight forwarder 
1 7 \�Depends on the freight terms "of the contract "with HFE Yn'step "S aboveVthe � 
I I freight forwarder may release shipping order to factory for delivery or pick up \ 
i � the goods itself. i 
8 Makes delivery 
2 1 
Export Logistics Process 
When the goods are made and are about time to deliver to the end buyer, HFE 
will issue a shipping instruction (see appendix A for sample shipping instruction) to 
the factory. This document serves two main purposes. Firstly it gives details packing 
instruction, secondly it advises the end buyer's freight forwarder to contact when 
goods are packed and ready for shipment. Factory will then pack accordingly and 
contact the freight forwarder for booking delivery. Depending on the freight terms of 
the sales contract between HFE and its buyer, the freight forwarder will release an 
official shipping order to factory for delivery or picking up the goods at factory itself. 
It should be pointed out that the shipping order is in fact an official document 
originally issued by the shipping line (see appendix B for sample shipping order). 
Upon receiving the delivery request from the factory, the freight forwarder will check 
for the appropriate ship voyage and request for shipping order from the shipping line. 
The shipping line will issue the shipping order to the freight forwarder accordingly. 
Mentioned on the shipping order are: 
(1) The shipping order number 
(2) The empty container pick-up location - in case of full container load 
(3) The receiving location and closing time and 
(4) The voyage details 
The freight forwarder then passes on the shipping order to the factory for picking up 
and delivery. The export logistics process flow chart on the next page makes a 
pictorial representation for this process and the details of the sub-process “export 
customs clearing process" within it is shown immediately after it. 
FIG. 4 EXPORT LOGISTICS PROCESS 
Factory 1 f • ] f F r e i g h t � f Overseas ^ C^iii^^ 
Fonvarder End Line (or 
J L J I J Buyer airline) ^ ) / 
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FIG. 5 (A) EXPORT CUSTOMS CLEARING PROCESS 
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FIG. 6 CUSTOMS AND EXPORT DELIVERY DIAGRAM 
FOR FCL FOB HK OCEAN SHIPMENT 
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Put on board 5hip 
of the vessel overseas 
Figure 6 details processes I to III of the Export Logistics Process Flowchart in 
the case delivery aboard from the Pearl River Delta is by sea. 
There will be minor changes to the above diagram depending on the 
following : 
1) The size of the cargo - for FCL cargo, container truck will be used while for LCL 
cargo, lorry will be used and no container picking up is needed. 
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2) The port of export - if the port of export is Hong Kong, then the empty equipment 
will be picked up in Hong Kong. However, if the port of export is in China, then 
the empty equipment will be picked up in China. 
3) The forwarding agent of the factory - in both Genalex and Regaltronic cases, they 
have two different forwarding agents handling different geographical areas. One 
for the container picking up & delivery in China and the other for the container 
picking up & delivery in Hong Kong. In case the FOB port is Hong Kong, they 
will contact their Hong Kong forwarding agents to pick up the empty container in 
Hong Kong, truck to China, load it and deliver it back to Hong Kong. Whereas 
for FOB China port�they will contact their China forwarding agents to do the job 
which happens entirely in mainland China. 
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FIG. 7 CUSTOMS AND EXPORT DELIVERY 
DIAGRAM FOR FOB HK AIR SHIPMENT 
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Figure 7 details processes I to III of the Export Logistics Process Flowchart in 
the case delivery aboard from the Pearl River Delta is by air. 
f o b HK air shipment is practically the same as LCL FOB HK ocean 
shipment. This is because no container is used in the transportation from the factory 
to Hong Kong. Goods are trucked in lorry and the journey starts from China instead 
of from Hong Kong as in the case of FCL FOB HK ocean shipment. 
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Track and Trace Capability 
Regarding the delivery process from factory to port handled by the 
subcontractor, since this process is outsourced to its forwarding agent, the track and 
trace capability depends very much on that of the forwarding agent. It is found that 
the track and trace capability barely exists and is very primitive in both cases and is 
done by means of mobile phone. Other than the location of the vehicle, no other 
information is available. It is only when goods is delivered to the port (for FCL or 
LCL cargo) or the freight forwarder of the end buyer (for LCL cargo) that the end 
buyer would have a better picture of the cargo status. Again this depends on the 
freight forwarders of the end buyers. In most of the case, they are big international 
consolidators and have very good information system providing the track and trace 
function. 
A" How Full Container Load fFCT�! Goods are Delivered 
from Zhongshan to Hong Kong 
A.1 Scenario 1 - Urgent Case - Delivery Must Be Made Within 2 Days 
Since the border check-point between Hong Kong and China runs a 24-hour 
non-stop operation, therefore trucking can be arranged theoretically any time around 
the clock. This gives trucking tremendous advantage over river transportation in 
terms of flexibility, even though the factory can also be accessed by river through the 
Zhongshan harbour. Therefore for urgent export delivery trucking is preferred. 
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FIG. 8 TRANSPORTATION ROUTE FROM ZHONGSHAN TO HONG 
KONG BY ROAD 
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TABLE 6. CUSTOMS CLEARING AND DELIVERY PROCESS FROM 
ZHONGSHAN TO HONG KONG BY ROAD FOR A FULL LOAD 
CONTAINER  
= I Activity I Action by 1 Release shipping order to Genalex Freight forwarder of 
end buyer  2 Pick up the empty container at Kwai Chung container port Forwarding agent of 
Genalex  3 Truck the empty container to Zhongshan factory via Huanggang Forwarding agent of 
border check point between Hong Kong and mainland China Genalex  
_4 Load the container Genalex 
5 Bring along the export customs declaration form, export customs Customs declaration 
transshipment form, packing list, invoice, export contract and other officer of Genalex 
necessary documents with the loaded trailer  
6 Truck the loaded container to the local Shiqi customs check point for Forwarding agent of  
customs clearing formality Genalex 
7 Submit documents for clearing purpose Customs declaration 
officer of Genalex 8 Check documents for completeness Local Chinese 
Customs  9 Enter details into computer and verifiy with records of export Local Chinese  
contract status in Gongbei for release approval Customs 
10 Make physical inspection Local Chinese 
Customs  11 Physically seal the container after inspection Local Chinese 
� Customs  
12 Sign the declaration and transshipment form and release the truck to Local Chinese  
continue the journey Customs  
13 Truck the sealed container to Huanggang Forwarding agent of 
— ；~- Genalex  
14 Submit the signed documents to clear the customs at Huanggang Forwarding agent of 
—— Genalex  
15 Check documents and the seal of the container to ensure no illegal Chinese Customs at  
pilferage or smuggling attempted, and then release the truck Hunaggang  
16 Clear the Hong Kong Customs at Huanggang Hong Kong 
— Customs  
17 Deliver the container to the shipping line at Kwai Chung Forwarding agent of  
——Issue mate receipt to the trucker Shipping line 19 Deliver the container to overseas Shipping line  
20 Pick up the container at overseas port and deliver it to the end buyer Freight forward of    
the end buyer  
When overseas customer (the consignee) is informed that goods are ready for 
export delivery, its own designated forwarder will release a shipping order to Genalex. 
The shipping department of Genalex Hong Kong office will check where goods are to 
be delivered. If it is Hong Kong, it will call its own Hong Kong freight forwarder to 
handle the delivery. It will be according to the shipping order that the empty 
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container is taken from a designated location (usually from the shipping line). It will 
be trucked from Hong Kong via Huanggang border to Zhongshan where goods is 
packed into the container and trucked back to Hong Kong. The return route logistic is 
as below. 
To facilitate customs clearance, export details together with all required 
documents^ are carried along with the tmckload. When the truck reaches the local 
customs office at Shiqi, Zhongshan. All documents are submitted to the customs for 
clearance purpose. Information is input into the computer terminal and is passed to the 
customs office at Gongbei through telecommunication connection for approval. Here 
Gongbei customs office acts as a central customs clearance office for Shiqi and the 
nearby area. In the meantime, customs officer at Shiqi will do the inspection against 
the export declaration details. On getting Gongbei customs office the clearance 
endorsement after processing the information submitted, the truck could then be 
sealed and released to continue its journey to Hong Kong. This process takes about 2 
hours. 
When it reaches the Huanggang border check point, the Chinese customs will 
check the seal to make sure it is intact. This is to guard against any unauthorized 
uploading or downloading of goods during the journey from the seal point to the 
check point as a measure to counter illegal trafficking. When it passes the checking, 
it will be released to go across the border to continue the journey to Hong Kong. The 
delivery by Genalex is finished when its forwarder delivered the container to the 
shipping line as mentioned in the shipping order. 
� Required documents are the original contract, duly registered import/export handbook, export customs 
declaration form in triplicate, invoice and packing list. 
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A.2 Scenario 2 - Not Urgent Case 一 By Means of River 
FIG. 9 TRANSPORTATION ROUTE FROM ZHONGSHAN TO HONG 
KONG BY RIVER 
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TABLE 7. CUSTOMS CLEARING AND DELIVERY PROCESS FROM 
ZHONGSHAN TO HONG KONG BY RIVER FOR A FULL LOAD 
CONTAINER  
； I Activity Action by 1 Release shipping order to Genalex Freight forwarder of 
— — end buyer  2 Pick up the empty container at Kwai Chung container port Forwarding agent of 
— Genalex  
3 Truck the empty container to Tun Mun and load it on to the barge Forwarding agent of 
— — Genalex  
- i Ship the empty container to Zhongshan harbour The barge operator 
5 Take the container from Zhongshan harbour and truck it to Genalex Forwarding agent of 
— Genalex  _2 Load the container Genalex  
7 Bring along the export customs declaration form, packing list, Customs declaration 
invoice, export contract and other necessary documents with the officer of Genalex 
loaded trailer^  
8 Truck the container back to Zhongshan harbour for customs clearing Forwarding agent of 
- — — Genalex y Submit documents for clearing purpose Customs declaration PL , J officer of Genalex 
丄U Check documents for completeness Local Chinese 
— ^ Customs  
11 Enter details into computer and verifiy with records of export Local Chinese  
contract status in Gongbei for release approval Customs 12 Make physical inspection Local Chinese 
— — ~ � Customs  
丄3 Physically seal the container after inspection Local Chinese 
—rj — Customs  
丄4 Sign the declaration form and release container to the barge operator Local Chinese 
—rz — Customs  Ship the sealed container form Zhongshan to Hong Kong Barge operatoT" 
16 Pick up the container and deliver it to the shipping line at Kwai Forwarding agent of 
—^ = ^ Genalex 
Issue mate receipt to the trucker Shipping line  
~ ~ ~ Deliver the container overseas Shipping line 一 
�y Pick up the container at overseas port and deliver it to the end buyer Freight forward of  
the end buyer  
Currently there is daily barging service operating between Hong Kong and 
Zhongshan harbour. Barge departs daily from Hong Kong to ZhongShan every night 
and reaches Zhongshan by noon. Returning barge from Zhongshan to Hong Kong 
departs everyday about noon and reaches Hong Kong at night. In case of non-urgent 
delivery, when Genalex gets the shipping order from the consignee, its shipping 
department in Hong Kong will contact its own freight forwarder specialized in river 
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transportation to handle the entire delivery jobl Empty container is taken from the 
shipping line and is trucked to the pier where barging services is provided. There the 
empty container is loaded on to the barge and is shipped to Zhongshan harbour by 
river. After clearing the customs, the empty container is trucked to the factory. 
Goods are packed and the container would be trucked back to the harbour and shipped 
to Hong Kong by river. Again same customs clearing formality is needed at the 
harbour check-point just like case 1. When the barge reaches Hong Kong, Genalex's 
freight forwarder will collect the container and trucks to the shipping line as provided 
in the shipping order. By then Genalex is released of its delivery responsibility. 
Since the barging service is “discrete���contrasting the "co tinuous" nature of 
trucking, the cartage turnaround time is therefore very much determined by the 
schedule of the barging service. In practice 2 days are needed. 
According to Genalex, there are many operators providing barging services 
between Hong Kong and various river ports along the Pearl River. They range from 
some big operators with more than 10 barges providing service to many river ports to 
those with only one barge which provides barging service to one port only. There are 
also freight forwarders which do not own any barges but offering door to door 
delivery service including a river transportation in between by means of an 
subcontracting business relation with the barge operators just mentioned. However, 
for all operators, they provide at the most one departure to each port in a day. This is 
probably because of the high operating fixed cost for running the service on one hand 
2 Export customs transshipment form is not required because Zhongshan harbour is also the port of export. This 
contrasts to case A1 where Shiqi is not the port of export but Quanggang. 
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and thin demand for it on the other hand. Aggravating the situation is that in Hong 
Kong there are limited loading and unloading facilities provided for these operators. 
They are required to queue up at the few public cargo processing piers at the 
waterfront of Wan Chai�Cheung Sha Wan and Tun Mun. Only lately was a private 
terminal for river trade cargo built in Tun Mun to meet their needs. 
TABLE 8. COMPARISON OF COST AND TURNAROUND TIME FOR A 40， 
CONTAINER DELIVERY FROM ZHONGSHAN TO HK 
From Turn around Logistics cost for export shipment of a 40 feet container 
Zhongshan time D e l i v e r y T e r m i n a l D o c u m e n t a t - Total cost 
to HK cost handling ion charge 
charge 
(THC)  
By truck 9 hours HKD5200 HKD3000 HKD150 HKD8350 
By river 2 days H K D 3 2 0 0 H K D 3 0 0 0 H K D 1 5 0 HKD6350  
It should be pointed out that above total costs are costs borne by the HFE 
under FOB terms of sales, all cost incurred thereafter, for example the freight cost 
from Hong Kong to overseas is borne by the end buyer. 
hascnn'llt^' T f transportation job is in fact carried out by 3 different parties (although Genalex �c o n t r a c t relationship with one only). The Hong Kong forwarder for the local trucking, the barge company for 
the nver transportation and the Chinese counterpart for the transportation job in China ^ ^ 
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(B) How Full Confainer T oaH (FCL) Gnnrk n^n^^^f^ 
from Zhonpshan to V a n H � 
FIG. 10 TRANSPORTATION ROUTE FROM ZHONGSHAN TO YANTIAN 
_ 
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TABLE 9. CUSTOMS CLEARING AND DELIVERY PROCESS FROM 
ZHONGSHAN TO YANTIAN FOR A FULL LOAD CONTAINER  
Activity Action by  
1 Release shipping order to Genalex Freight forwarder of  
end buyer  
2 Pick up the empty container at Yantian container port Forwarding agent of  
Genalex  
3 Truck the empty container to Zhongshan factory Forwarding agent of 
Genalex  
_4 Load the container Genalex  
5 Bring along the export customs declaration form, export customs Customs declaration 
transshipment form, packing list, invoice, export contract and other officer of Genalex 
necessary documents with the loaded trailer  
6 Truck the loaded container to the local Shiqi customs check point for Forwarding agent of  
customs clearing formality Genalex  
7 Submit documents for clearing purpose Customs declaration  
officer of Genalex 
8 Check documents for completeness Local Chinese  
Customs  
9 Enter details into computer and verifiy with records of export Local Chinese  
contract status in Gongbei for release approval Customs  
10 Make physical inspection Local Chinese  
Customs  
11 Physically seal the container after inspection Local Chinese  
Customs  
12 Sign the declaration and transshipment form and release the truck to Local Chinese  
continue the journey Customs  
13 Truck the sealed container to Yantian Forwarding agent of  
Genalex  
14 Submit the signed documents to clear the customs at Yantian Forwarding agent of  
Genalex  
15 Check documents and the seal of the container to ensure no illegal Chinese Customs at  
pilferage or smuggling attempted Yantian  
16 Deliver the container to the shipping line at Yantian Forwarding agent of  
Genalex  
1 7 Issue mate receipt to the trucker Shipping line  
1 8 Deliver the container overseas Shipping line  
19 Pick up the container at overseas port and deliver it to the end buyer Freight forward of  
the end buyer  
On getting the shipping order from the consignee and learning that goods are 
to be trucked to Yantian, Genalex will contact its forwarder in China to handle the job. 
The forwarder must be registered trucker approved of carrying out the transportation 
business to and from Yantian" .^ Empty container is trucked from Yantian to factory at 
Zhongshan. There it is packed and trucked back to Yantian. As in all cases, required 
4 This is because Yantian is a special tax withholding area and according to Chinese Customs regulation, only duly 
registered trucker can enter the Yantian port. 
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documents are being carried along for customs clearing purpose and the same clearing 
formality is performed at Shiqi and Yantian. Cartage turnaround time is about 8 
hours and the cost is about RMB2300 for a 40 feet container. 
TABLE 10. COMPARISON OF COST AND TURNAROUND TIME FOR A 40， 
CONTAINER DELIVERY FROM ZHONGSHAN TO HK AND TO YANTIAN 
Turn around Logistics cost for export shipment of a 40 feet container 
time by Delivery Terminal Documentat- Total cost 
truck cost handling ion charge 
charge 




From 8 hours RMB2300 About HKD150 " X b ^ 
Zhongshan 
to Yantian HKD2072 HKD4522 [_ 
(C) How Less Container Load <7几、Goods are Delivered 
from Zhongshan to Hong Knng 
Basically delivering of LCL goods is the same as FCL goods. The only 
difference lies in the transportation vehicle being used. 
Less container load literally means a batch of cargo that is not big enough to 
take up the full space of a 20 feet container (container of the smallest size). As the 
shipping line on request of the shipper will release empty container whenever its 
sTm'elMnr^ China. In China, it is called “Orient Receiving Charges" (ORC) though they 
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cargo is to be shipped separately in one container i.e. not sharing container with other 
shippers. If the shipper releases a full container for the delivery of LCL cargo, then 
the cargo space of a full container cannot be fully utilized and thus the per unit 
delivery cost will be unnecessarily high. As such, for economic consideration, LCL 
goods will never be hauled in container in the journey from the contract manufacturer 
to the port. Emphasis should be made that this applies to the journey from the 
contract manufacturer to the port only. In fact, it does not mean LCL cargo will never 
be delivered in container. It will be delivered in container after consolidating6 with 
other LCL goods in the journey from the host port to the foreign port. Depends on the 
size, LCL goods may not be trucked alone either?. In practice, LCL goods will be 
consolidated with other LCL goods by the contract manufacturer to make a full 
tmckload before transportation�and lorry will be used instead of container. 
For LCL delivery from Zhongshan to Hong Kong, Genalex will consolidate 
more than one LCL goods to make a full load (these LCL goods may belong to more 
than one shipper). It then contacts both its Chinese forwarding agent and Hong Kong 
forwarding agent to arrange the delivery. The former will do the trucking and all 
customs clearing process same as FCL delivery from the factory to beyond the 
Huanggang border into Hong Kong (the only difference is that Chinese customs will 
seal the lorry compartment instead of the container). The latter will then take up the 
truckload and disseminate each LCL cargo to their respective destinations by lorry. 
C p a o n r b e e x g ^ e �e ^ J h � ^ a r c i e r of the ^ns .gnee or by the s h . p p . g line depends on the 
to the same c o n s i g n e e , � ^ = = ^ 1 ^ : = batch of LCL goods from different contract manufacturers, 
deliver to it. Howeve if there f n o oTher LCT fnl； 1 . f ？ t o consolidate into a FCL container and 
fiill load, the forwarde 二 s m p i r d ^ e r S [ " � = = = ：；/ • f ' �o r the consolidated batch still less than a 
goods from other freight for^L二s t ^ s e L ^ t t : � PPmg line and let it do the consolidation with 
goods�which is his r i p e n s , P o i n t of view�cartage of LCL 




This transferring process requires close contact between both agents and that is why 
Genalex has to contact both at the same time. It will inform them about the LCL 
delivery and their counterparts so that they can make transferring arrangement 
themselves. Usually, the transferring of goods will take place at some public car 
parks in Sheung Shui or Fanling. 
Excluding this special arrangement, there is no difference between delivery 
FCL and LCL goods from Zhongshan to Hong Kong. Of course the cost for delivery 
LCL goods is higher, owing to the higher cost for bulk breaking and disseminating. 
(D) How Goods are Delivered from Donggiiang to Hong Kong Airport 





Since air cargoes cannot be containerized, lorry instead of container is booked 
to go from Hong Kong to the factory, where goods are packed. Therefore it is 
practically the same as LCL delivery as mentioned in (C) above. The lorry brings 
with it the necessary documents to clear the local customs. Where customs officers 
do the inspection and seal the lorry compartment with a serial tape. The same serial 
number is recorded on the handbook of the truck driver. For every other local 
customs check points on its way to Hong Kong, customs officer there will inspect the 
book record and the serial tape and ensure that the seal is intact. The purpose for 
doing so is two-folded. One is to ensure there is no pilferage of goods for local sales 
and the other is to ensure there is no smuggling of prohibited items out of China. 
When the lorry clears the last check point in China at Huanggang, it goes 
straight to the location mentioned in the shipping order, which usually is the 
warehouse of the air forwarder somewhere close to the airport. The air forwarder will 
palletized the goods for standard air shipment and hand over to the airline for export 
air delivery. 
The cartage turnaround time is about 8 hours excluding the packing and 
customs clearing and the cost is HKD2300 for a 10 tonnes lorry. 
(E) How FCL Goods are Delivered from Dongguang to 
Hong Kong Container Port at Kwai Chung 
Basically it is the same as delivery to Hong Kong airport. But instead of using 










Kwai Chung container port. Cartage turnaround time is about 8 hours excluding 
packing and customs clearing and it cost HKD3400 for a 40 feet container. 
(F) How FCL Goods are Delivered from Dongguang to Yantian 
International Container Terminal (YICT) 
Locally registered trucks in PRC approved running the business of delivering 
goods to and from the customs bounded/secured warehouse at Yantian is hired to do 
the delivery. They are the only approved forwarding agency in Shenzhen carrying out 
this trade. Cartage cost from Dongguang to Yantian is RMB1500 and it takes about 6 
hours excluding packing and customs clearing. 
TABLE 11. COMPARISON OF COST AND TURNAROUND TIME FOR A 40' 
CONTAINER DELIVERY FROM DONGGUANG TO HK AND TO Y ANTIAN 
Turn around Logistics cost for export shipment of a 40 feet container 
time by Delivery Terminal Documentat Total cost 
truck cost handling -ion charge 
charge 
(THC) 




From 6 hours RMB1500 About HKD150 About 
Dongguang 




As reflected in the findings, the port of export is determined by the end buyer 
(consignee) and/or the freight forwarder of the end buyer in FOB sales. Genalex and 
Regaltronic simply deliver goods to the designated ports or airport as dictated in the 
shipping orders. There is practically no room for their manoeuvring in most of the 
cases. The location of the factory and the time constraint for delivery determine the 
route from factory to the FOB port as in Genalex's case. 
Why FOB is popular in export sales contract 
The fact that most of the sales contracts made were entered into FOB terms is 
understandable if we examine the role freight forwarder is playing in the international 
trade. 
Modern freight forwarders are third party logistics providers specializing in 
cargo consolidation, breaking bulk, transportation, handling customs formalities. 
Main services offered by freight forwarders are listed below (Alan E. Branch 1982): 
a) Evaluation of all the factors affecting a proposed international transit, including 
j 
rates�transit times, schedules, documentation, packing, customs, statutory 
obligations, finance and insurance. 
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b) The collection and delivery of consignments 
c) Packaging 
d) Consolidation of consignments for conveyance by container, air freight, train ferry 
or road haulage. 
e) Arranging shipbrokers for chartering a vessel or aircraft to transport an indivisible 
load. 
However the most important role of them are their capabilities in bargaining 
for a competitive stowage charge from shipping lines and cargo space from airlines by 
means of its economy of scale. They could then re-sell it to shippers at a lower price 
that they themselves are not able to enjoy if they deal directly with the shipping lines 
or airline companies. 
Accordingly to the interview with the logistics manager of a large electronic 
components supplier, it is common practice for companies to nominate at least one 
designated freight forwarder to handle their transportation activities. The nomination 
process for a big company with tremendous transportation activities is usually by 
means of a tendering process. Capable forwarding companies are short-listed first, 
then they are invited to submit a tender. The one offering the lowest charge will be 
selected. In some cases, more than one forwarder are assigned with each taking care 
of their specialized geographical areas. 
Therefore by keeping abreast the inbound cargo transportation responsibility, 
consignee can leverage on the total volume to strike a good deal with its designated 
I forwarder to make big savings on cargo transportation. And the way to keep abreast 
i 
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the inbound transportation responsibility is to enter the purchase contract with either 
FOB or Ex-factory terms. The following table compares the cost burden in FOB, Ex-
factory and Cost & Freight (C&F) terms. They are the three most common freight 
terms in international trade. 
TABLE 12. COST BURDEN COMPARISON IN VARIOUS PRICE TERMS 
Manufacturing cost Transportation from Freight from port of 
factory to port of export to home port 
export and handling 
charge to put on 
board 
Ex-factory Seller Buyer Buyer 
fob Seller Seller B ^ r 
C&F Seller Seller S ^ 
L  
This explains why nearly all export contracts are made with FOB terms. 
Although ex-factory gives the same effect with regard to keeping abreast the inbound 
logistics responsibility, the additional saving (if any) on the transportation from ex-
factory to the port of export is insignificant since no consolidation can be made in this 
logistics route. 
4 5 
Who determines the FOR port 
In other words, neither the manufacturer Genalex and/or Regaltronic nor the 
contract customer HFE has a say on the export transportation routed Then how does 
the overseas buyer determine the export channel? 
To answer this question, we should go back to the forwarding tendering 
process. Before the invitation to tender, overseas buyer will estimate its yearly 
transportation requirements^ spelt out in the requirements schedule and 
communicated to the short-listed forwarders. For the sake of simplicity, assuming the 
biggest discount store Walmart in US comes up with an estimate of yearly shipment 
requirement of 1000 40-feet containers originated in Guangdong province to Los 
Angel in US, and this is the only logistics requirement in the schedule. Short-listed 
forwarders then bid for this tender. They will estimate the lowest charge with regard 
to their facilities set up in the nearby ports in Guangdong to make the offer. 
Assuming further that forwarder F has cargo handling facilities set up in both Yantian 
and Hong Kong, very likely it will offer a price of FOB Hong Kong port or China port. 
From Walmart's perspective, it does not matter via which port (assuming that prices 
for FOB Hong Kong and FOB China port are the same, then freight will be the only 
cost relevant for the decision since all cost incurred prior to loading the container on 
board of the carrier are to the shipper's account) the goods is shipped so long as it 
comes on time and costs the least. In case forwarder F is awarded the tender, all 
subsequent purchase contract between Walmart and HFE will be entered into FOB 
8 Export transportation route here refers to the route from the FOB port to the home port. 
9 � fact�other logistics requirements other than transportation, such as warehousing are also included in the early 
requirement. However, for the discussion purpose of this paper, only transportation requirement is noted. 
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Hong Kong port or FOB China port to echo the specification in the forwarding 
contract. And from here onwards, the forwarder is rested with the responsibility to 
take care of the inbound shipment including choosing the FOB port. 
Each time when goods are ready, F will give out shipping order to the 
manufacturer for delivery purpose. The port chosen will be the one incurring the least 
cost to the forwarder, either directly or indirectly, while still meeting the delivery 
requirements in terms of estimated time of arrival (ETA). The relevant cost is the 
ocean freight from the port of loading to the port of discharge. 
The above discussion is in fact simplified by assuming that the FOB (China 
port) price HFE offered to overseas buyer is the same as the FOB (Hong Kong port) 
price. In reality, the FOB (China port) price is less than the FOB (Hong Kong port) 
price by a magnitude commensurate with the actual logistic cost savings. As a result, 
consignee overseas prefers FOB China ports. 
As can be seen from the findings, the FOB costs for delivering a 40 feet 
container from both factories to YICT are much less than to Hong Kong. Therefore, 
more and more cargo shipments originated in the southern China are diverted from 
Hong Kong to the China port such as YICT. Especially in the years to come after the 
second phase development work at YICT is completed this year and it capacity is 
increased to yearly throughput of 2 million TEU. 
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TABLE 13. FOB COST COMPARISONS BETWEEN HONG KONG AND 
YANTIAN 
FOB Cost FOB Cost 
(Cartage from Zhongshan) (Cartage from Dongguang) 
To Hong Kong by truck HKD8350 HKD6550 
To Hong Kong by River HKD6350 n X 
To Yantian About HKD4522 About HKD3722 
In fact, somebody wondered "Why are shippers willing to pay a $250 port-
handling fee to send a container from China through Hong Kong's port when they can 
pay half that by using one of the ports in nearby Shenzhen?" (Bruce 1999，p43) Why 
are overseas buyer willing to pay a higher FOB price to send a container from China 
through Hong Kong's port when they can pay less by using one of the ports in 
Shenzhen? 
The answers probably lie in our efficient customs, much lesser government 
control on import/export, much higher cargo handling capacity, the "lock-in" effect 
(Cheng and Wang 1997) and the logistics efficiency comes along with the role as a 
hub. For example, Hong Kong is called upon by many liner conferences and the ship 
schedule is much more frequent than that in the nearby ports. However, these 
strengths are eroding with the development of additional port facilities and cargoes 
handling capabilities in the neighboring ports in the Pearl River Delta, especially the 
Yantian and Shekou Ports in Shenzhen. Both Shekou and Yantian have deep water 
j 
access. As Tony (Tony 1999，pl8) pointed out, Shekou is on the eastern side of 
i j I 
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Shenzhen and is just at the mouths of many Pearl River's estuaries. This gives it 
tremendous advantage to benefit from the increasing river trade. Yantian is located 
on the west of Shenzhen, though it was cut off from the waterways of the Pearl River� 
its vast supply of back-up land for development and in-dock rail terminal makes in 
ready to serve the central and western inner provinces by rail connection. 
If we look at the cargo throughput of those ports in Shenzhen, we see how fast 
they are catching up. In 1998, Yantian handled 1.04 million TEUs while Shekou 
processed 463,000 TEUs, together with Chiwan's Kaifeng port of 203,000 TEUs, 
there was a 70% increase from 1997 in terms of total volume of cargo passing through 
ports in Shenzhen. Also, "Shenzhen opened 11 new routes to the US, Europe, 
Australia and Asia�� (Tony 1999 p.l8). However during the same time, the cargo 
volume going through ports in Hong Kong dropped by 1.2% and the number of TEUs 
handled was dropped by 0.1%. 
Inevitably, the keen competition from these ports in Shenzhen exerts 
downward pressure on the cargo handling price being charged by our ports operators. 
In order to open up additional sources of cargo，a bridge connecting Zhuhai and Tun 
Mim of Hong Kong was proposed by some politicians to shorten the cargo time from 
Pearl River to Hong Kong. Also it was proposed to build a rail link between the Kong 
Kong container port and mainland China to tap the potential rail cargo. 
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